“NCONE AND INCOME TAXES 


In generel teres th problem wos to investigate into the ratio \ 
/ : | ‘between what persons of lerge ‘woalth have taken out of the social | 
_— - " produot and what they have contributed to the ‘support of poreraeyn* 
| in the way of incone taxes, Specificrlly the probles divided itself 
into. a method of finding out who the persons of roalth were. who should | 
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| be the subject matter of ths investigation end then exasining ‘into 
partiouler devices used by then to cut dorn the anoumte of their tax 
, payments It usa decided to gather ‘tnfornation for several years, 
whore evatlable, but to meke the year. 1932 a standard of comparison - 
for the reseon that, that is tho latest year for which full returns 
have been received end largely audited end reviseds — | | 
| Tho dnvestigetion is roughly divisible into four subjectat 


Ie Tax Exeupt Securities 5 a Device for Tax avoidance 


| re! Hobbies ap Businesses for tex Purposes: Se. 


Wealthy 


og re obvious and prosunably aiuple means of tax avoldence is 
| suggested in the tax exenpt securitics doviees In the case of the 
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individual {t {s not merely a means of avoiding taxes but a neens also 
of a surtexes. in the caso of a corporation, subject to a single 
tax rate, the ploture ts sonouhat different. It secned edvicable to 


| consider separately, anong orporationsy banks, » sndustrtal corporations, 


public ‘utilities end ratlrosda, 


‘Tt abould be kept in mind that infornation as to tex azenpte is 


obtained from tha face of the retaras end not from eny independent BX= 


amination. In view of the fect thet ‘the {aforsation does Rots, in most 
cases, hsve any beering on the quantun of ‘tex, aony taxpayero simply 
refrain from giving the information tna reveniie agents make no point 


of it in their reports “There is, thereforey: no guerenton that the 


figures. given are in each cane accurate, nor con. 4b be trathfully naid : 
that anch taxpayer showing no tex oxenpt ineons on his. return does in 
fact have nones’ On the contrary, the Mellons, for oxampley, never ise 


closed thoir tax exenpt incono, and snother taxpeyor in one instance 


vrote in the space reserved in his return for. ‘that information that he 


; hed: no room. to give ite 


. In the case of corporations, howerer it is. nore probotie that 
the tax oxempt information ie. accuratey for the returns were ueually 


accompanied by or checked by: reference to balenes. sheets in whieh recon= | 


eilistion. mist be nade betzecn: the taxable incone and. the. total income, 
_ In whew of the feet that the inforastion with regard. to individe 


uals, for reasons. above nenttoned wag taken ebtefly as of 19324 ontewten 
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tions na to potential tax lost (ats of the tax exempt incona in the | 
case of corporations) were teken for 19326 Figur 0a wore giveny where 
they eeencd relevent and wore available, din the ceases of corporations 
for the youre 1928 through 193he The corporate figures, however, were | 
not revised or oudlted, being based entirely on tho trensoripts of rem 
turns made by the Statistiosl Sections it ie not. believed, hovevery 
that with regerd to the item’ of tax exenpt incose the revisioa vould 
necessitate any substentisl changes Tho pressure of time ade, ‘OXEEpO 
ination of the individual returns in. thezo cases inpractical, 


| chert (10) is devoted to sn corer of returns of a individ 7 
vals showing a ‘gross inoone of $1,000,000 or over for the yorr 1932, oe 


It is conceivable « = though not probable - - that there are edditional 
percons who hava en actual gross incone of #1,000,000 or over end whose 
names do not apposr in this lets This ia accounted for by the feet. 
thet ths Statistical Section of the Tncone Tax Unit classifies such ine 
formation by net Sncone rather than by gross income, end then only” ‘ee: 
sofer as these data are disclosed on the face of the originel return 
filed by the taxpayer, The Statistical Section therefore takes no 
eceount of the gross income nor of any subsequent revisions of the 
original return in the field or din the Bureauy nor of the nature of the 


og deductions froa. re £8 show on L the return. 
“It 1s possible to obtain in the Statistical Section. transeripta -s 


of the returns of persons having « on tneone of $00,000 or over, eudaitis 


a) 
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into classes of £100,000 to $500,000, $500,000 to $750,000, ete, 
An exenination wag made of the trenscripts of ‘tho returns of persons: 7 
reporting & net incone of £100,000 or over ond axong ‘those 38 persone 

were found who. in 1932 reported. a gross incona of £1,,000,000 or overs : 
The Statistics of Incona for 1922) gads up by ‘the Statistical Seotion, 
ehored oaly ¢ that 20 persons hed a net income of #2000000" or over for 
thet years 


‘the retaraa and ths acconpenying files of these sa persons wore 


exanined end esleulations nade to ascertain the oxtent to. which income 
froa tex exeapt eeouritios actually went untaxedy that is to aeyy bow 
much was lost, in individual cases frou surtaxes snd. the extent to hich 


euch persons contribut bed on tha basis of their other tneowo to. the. 


support of the governments The inforustion obtained de contained fn 


Chart a). That chart contains several instencen, a6 will be seen, ia 


which prectioally no tex wag pati by pergons whose net tazable income 
placed ‘then in a very lov bracket bat whose tax oxenpt incon placed 


thes in the millionaire olnese 


The chart ghors that as ageinat $2h 429065 of taxes actually 
received from (or susecsed egainst) these fifty-eight taxpayers, at 
least alaost half ag much in addition (611,666,951) could have been re~ 
ceived i the tax exempt. foature of securities hed not been preconte 


Bo account is teken at thin point of the arguuent that a higher interest 


rate on Governnent securitics vould be neceseitated thy | the abolition of : 


dace exemption. 
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‘Interesting conclusions ~ . not, however direotly relevant to 


the tex oxexpt question propor ws my be dram fron. this chart and the key 
to at with regard 0. the dtetribatien of realth, in thie countsys “The: 


year 1932. EG perhaps a good yosr for eweh 8 purpose. inasmich as cephtel 
goine were not present. in any aeagure sompsrable to tho prendepreasion 
periods Heneay although ro find a coaparatively loser average ‘tacona” 
gnong ths yory rich, that incone nevertheless ropresents investuent To<0 


turny largely froa dividends,: aroifesting a fixed share of nore or Lses ; 


norsal produstive vonlths, A conparison with 192, end 1933, however, ine 


dicates that as to a few vary ‘wealthy persone. unusuel, ‘cdrcunstencos not 
apnea their pernenent atetus eccounted fer & reduction tn income for 
193 23 for exesple, one individual who controle « darge eaterprise sinply 
teak no dividends during thet yerrs 

| The key will diselose thet moat of these 58 individuals fall. Site 
30 femilias, at least one accounting for 2s meny a3 five individuals and 
tvo others for at least four a pleoes “Thia, a £ course, token no account 
of individual dncomss of under $1,000,000 derived from trata controlled 
by or manzg esd in common vith these 5 fortunes: Tn Leot several of these 
55 incoxes eppesr ta ba derived in the first instance frou trust funda = 
indLesting (ea & further conclusion) an even greater concentration of 
wealth - a subject which desarvaz, possibly, separate study, 

: Tha key vill further disclose that most of the fortunes tied up- 

in these fantlios Ley.) derived sainly fron single enterprisasy « and the 
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—baturs of those entororises gives food for thought. ‘Tor exemplay at 


= leest two of them: are national retell nerehendtoing enterprises, & wore 

_ recent phenoseaoa in the Tasted Stetes accounting for the Leck of tra- 
aXtdonad social poriticn on the pert of ‘these fantlios: , railroad fortunes 
; en the other bond “sppear to have boon ‘mostly ronerbat Alssipated since 

. thetr  eocamuletion ia the courea of the letter halt of the > last century, 


“The Largest invostora 3 in tax cxoapt seourktton, it vould seem, 


ae are tnsarcnce coupentoss for lack of tine no investigation was a nade, 
| horever, into the Large foundations and snetitationss. Insurance coapenios 
| were chosen which ‘veportod (in Wookly tadereritert) total ascete of 


500,000,000 or over 2s of Decenbor 2, 19345 A All the coupentes meoting 


| this test turned out to be life ingurance conpantes end enounted to ten | 


in nuabere The inforantion with regard, to then, sad with regerd to a 
eleventh edded for sUustrative parposes, is contained on Chart (i) 
| e Conseretel Ba Chert ¢) 


“Moody! & Banking Konus for 1934 « conteins a tet of commercial 


; banks in terns of their rezources, | Ia order to find out to what extent 
banka have doen investing in tax exeapt securities the Atst for coumeretal 

| banks with resources of #100,000,000 or over wes tokens they nuaber 656 | 
“The inforaetion found, based practically eatirely on the returns thenselves 
as contained on the transcripts in tha Statistical Section eupplenented 


dn many cases by information apparently not found by the Btatisticel 
Division but contadned, nevertheless, to the ) returna and files of the 
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Gompeny, is set forth in Chart (Ic). It will be eeen that in those 
cases tax exempt income has often Proved very desirable, hile in 
the | esses of the insurance company 4t wes the necessity for azsured inj 


cons rather then the tax exept feature that in the first inatence 


probably motivated the investment, in tho case of benks the sinple 
profit feature would sec such nore dominant, Just #8 in the case of 
several insurance companies, we found thet the tax exempt income sore 
than wiped out net oases, in the cace of commeroial banka siniler 
conclusions may be drawns | 4 Se | 

Difficulty was experienced in the casa of the retums of these 
commercial banks, both by failure in many cases on the pert of the 
Btatisticel Division to discover the information (usually becsuse of e 
failure on the part of the taxpayer to list the information in the 
place where it belonged) as woll as by the making of coneolidated To~ 
turns by parent holding compenies, Tho latter cases involved alloca= 
tion of tex exempt income although the amount of tex paid is doternined 
after the consolidation of the income and the losses of many more | 
affiliated units consisting, usually, of other banka. | 

Nevertheless, it is possible to draw the conclusion that a 
potential tax of all these 65 banks, of about $12,000,000 each year 


fa loot through the existence of tax exempt securities. It will be 


noted thet in 1932 ell these benka together paid considerable less than 
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$509,000 in taxes. The $12,000,000 figure rould tend to be partially 
reduced and certainly affected. by the setting off of other losses of 
affiliated benks in the case of consolidated returas and. tend tobe. 
incroased by those instences in which socurate Inforsation As lacking. 
Tt may, be moationed thet the banks have. exercised the logiclative pare 


mission given then to charge off their manegenent end servicing expenses 
against taxable income, not including their tax exeapt income, s form of 
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fevoritien to the benke for which Justification is at least somewhat 
doubtful, = | | Ae oat Gee 


. The transeripts of returns for industrial corporations showing 5 
total invested capital for 1932 of $100,000,000 and over, as shown by 
Standard Stetiatics, wore examined. 7 euch corporations vere found and 
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| the infornation with regard to then Le set out in Chart (12). Tnasauch i ; 
! 7 as tex oxenpt holdings seemed ag2ll in 1932, information was not takes a 
: 7 down for any yeer but thst one, The chert shows the investnont in tax " 
: exonpt securities — being lorgely of surplus cash ~ is not so great as : 
in the cose of insurance companies or banks, There sro, however, several | 
a lerge corporations thet do hava substantial tax exenpt incoss resulting | | | 
i 7 in substentisl tax savingse The totel tax exeapt incona ag disclosed for : 
: i the 70 corporations is therefore st least tn the neighborhood of $23, 500,000, 4 
| making the potential ennuel tax lost, baged on 1932, at leest about | ; 


$3,300,000, The total tax paid for these 70 corporations (eo shown by the 
returns) for 1932 was about $27,000,000, largely msdo up, however, ‘of 
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profits of corzorations whose tex exempt income wap smalls 
A separste ealoulstion was nade for public utilities ond railroads, 


It was advissble to take those public utility companies shoring total. 
invested capital of #800,000,000 and over, end those reilrosde showing 
$1,000,020,000 and over, 88 reported by. Standard Statinticns There were 
eix public utilities meeting this test cnd five railrosdn, (She total | 
amount, of tax exenpt incowe is “comparatively éaalle Tn the ease of public 
utilities only one company showed in 1932 a lerge tex exempt Ancone (of 
aver $5,000,000) and in the cose, of seca only two ehowed tex exempt 
incomo of over 1,000,000 : 


Froa the informstion esthored theee eonelusiona usy be dremt 

First, from a tax standpoint, the existence of tex exeaptien is 
probably not justified by the sargunents in its favors. : The individuals 
who profit by tax exemption ere those who would be othersiee found in 


: the very high surtex brecketse The weelthior they OO, the greater the 
advantage in the further genso thet large fortunes invested in tax exe 


eaption ore both safer end available for. aesured total ennusl incones 
in satiefyingly lorge amounts, — 

-. Sacond, in the case of business corporations, it is clear thet those 
4aveat. lergoly in tax exenpt securities who must be essured of a certain. 
conatent income} tho others ere serely drawing cash from the business or 
enterprise for the purpose of attractive invostaent. : In such cases, ry.) 
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"Suoaplititea by life ingurance companies, it is not #0 much the tex 
exemption that is attrective ao the cortainty that recurring obligne 
Hone (like poltetes) cen be paid when they felh dusy that interest 


— aha ay be: emote etouy tho fact that tho: Anterent rate pada on euch 


— “the fixing of ‘Preaiamsy ¢ cette 
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“re wes discovered in the course of the examination into the row 
tarns of various individuals that ‘Lerge losses were eleined - end 
allowed in most cases’ - both as deductions from net incone (phtch , 
would be epperent oo the face of the return) end 88 reducing general 
business incone (which often would not ‘be apperent on the face of the 
return)» where the losses wero incurred in tho operation of racing © 
stables, cattle end horge breeding forus, atte It vos obvious that 
thee enterprize, ‘usually operated at & constant loss over & period 
of years, vere rich nen! hobbies and thet the tect that the hobby, — 
in form, wag carried on along’ bastnocs Mines wag availed of to reduce | 
taxable net ‘incomes - 


there da no certain routine meens of at scovering theno outstende 


ing cases. The intone tex return doos, ‘At ds truo, cell for the utates 
ment of the taxpsyer's occupation, but it doos not necessarily follow _ 


either thet the taxpayer will Claia hie occupation to be that of a 
ferner or that if he doos there will be any tax losses Involvede. ‘The 
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assuaption La that & texpoyer may have several different businesses; 
ani there is no compulaion to insert the time, or for that matter, any 
occupation, in the blenk reserved for 4t in the retums It was there= 
fore necessary to examine all. those in the net incone class of $100,000 
or over who hed listed thenselves as farmers, innkeepers, ette, and to 
examina oases on the allorebility of such losses which had cone through 
the Conference Section in the Income Tax Unit. Chart mi ia tho resulte 

| Each of the 35 individuals listed on Chert If received his incose | 
fron and, in most of the canon, devoted his tine to cone other oecupations 
In some instences, hovever, such ‘hobbies as operating racing stables say 


eccount for a large portion of the ‘timo of en individual who receives his | 


income, without. ony spprociable expenditure of effort, from estates or 
trast funds, 

Tt may be sdded that while the case of Thacher vs ore, 288 Feds 
994, decided by Judge Leorned Hand in 1922, gave the Bureau sone basis | 
for disallowing such losses on the ground thet tho enterprise, eltbough 
atated by the texpayer ta be operated for n profit, showed & nonprofit 
history, moat, casea have been decided the other way, usually on the sworn 


testinony of tha taxpayer that, he intended to make the business profitable 


and upon evidence that books were kopts sales were nedo, otce The fact 
that, naturally, every wealthy nen would keep & set of books to know where 


©, be stood and would attempt to make o profit, if he could, seems to have hed 


no influence over the courts. It may bo pointed out that tro of the cute 
stending cases permitting deduction vere decided by Judge Hanton in the 
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| chreate Court of tppeals in the end Circuit ~ Hilson Ve Foner, 282 
Fed. 38, end ¢ Conatestoner Ve Harehall Fiol4, 67 Feds 2nd 876. — Ag a 
result the Bureau hao allored oases in a cage (63 in Chart ¥) where 
for 8 period of over twenty years the taxpayer showed an avorage annua} 
not loss of $184,000, sinply becsuse tha enterprise (radeing pedigrocd | 
satel, ste) wes. ‘oorried on with 8 set of f books, parchoses and oe | 
ats | | e a ; 
ne 7 “Tro elternstive renodies sre suggested to cure » thts evils ‘One 
would be te compel the texpayer to eegregete euch enterprises peraitting 
lozees only to the extent of profites The other vould be to aieallow 
‘the eattrely 58 lossos and to regard the profite &s tneone, The test | 
might bs nade to be the receipt of sons large proportion (s Bey 708) of | 
the gross incoze for en average preceding period (sey about three years) 
from invostuents or ‘ths exercise of a trade, business or profession. 
The occupations for whieh losses should be dteallored ehould be doftnttoly 
Atemtzed ag Anelnding the operation of & form, reoing atebley cattle end 
horse breeding, ate, It {s not edvizable to neke the enount of tine spent 
by the taxpayer a@ test of ‘what bls business fo. da exception night be - : | 
consizered an fevor of | rs person showing mainterrupted profits for a ete | 
tHaoucus ‘period in the inaodtete peat (sey the preceding three yours) frou 7 
much an enterprize, cad other efforts of deliberate business Antorest | 
clearly denonatrating the enterprize to be on additional business opere= | 
tion byt the > texpayor end not & hobby or & show of wealth, 
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August 13, 1935 


fh 3) was desired to study the use of trusts end other legel. artific~ 
fal entities by the wealthy as devices for avoiding certain limitations 
on tax reductions euch ag trusta for the naintenence end. eupport of wives, 


children ond other dependents avolding the Laitation of $2,500 (plus $400 


: for each dependent) applicable to ordinary taxpayers, end trusts for GUE Ede ee 


charitable purposes avoiding the “ust Limitation. on charitable contributions 


end the ‘complete dizsllowence of quasi-charitable ‘contributions (Like pay= 
Pe ments te "needy individuals, etes)s | | 


a systenatic etudy of the use of these devices y wealthy persons, 


ie howevery did not prove ‘promieing for thers is no routine way in which such | 


information cen be obtained end ‘At wag not deemed advisable to make eny 


: wide-spread inquiry emong the Bureau personnels Xt waa decided instesd to. | 
make a semple study of the tez history of the Du, Pont featly and especially 


of those Du Ponts end their relatives and friends who together control Pa . 
Pont: end General Hotorss : Aas 
‘Investigation waa nade, thereforey of the Du Pont family eas, of 


| the nature of the Du Pont finencial interests, of. agentst: reports, income 
| tax returns end statistical information in the Bureau, and a supplementary 
study vas made of the files of the Agent {a Charge in Baltimore, The ten- 
| tative results are contained in n ak ia to aa Sielusives: 


The Agent in Charge in Baltinore, it tarned outs hed two file 


Oravers with reports and returns for the Da Ponta, The contents of these 


wee ute yD ee as 
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twa draners indicated 200 reparate returns were ftt0d under that name 


slone, the returns of ths married deughters end ‘their fenilies being 
onttted,, The Andiesttons were, therefore, that the Du Pont fenily ‘bad 
aplit. tte gross ineone on a very large seale by. the use of trust devices ‘ - 
#0 that individual beneficieries end trustees were filing separate returns 
as | though they were individual taxpayers of course, vhere the sans pore - 


son, received income ‘tron several sources, ‘such eB several trustsy he could 


| not avoid eurtazes simply by having separste returns, But the ‘eranters of 
: these truste could retain the beneficial adventeges of wealth and escape 


the burden of taxation to a ‘large extent by the device of breaking . the 
incoue end diverting it. to seperate entities, 
“Chart T1X(a) ig a working chert not cumple tds “It is in the form 


; of a fantly tree of the main Du Ponts, Tho tree 1s derived lergely from a 


Da Pont fently tree publishsd in the Novenber, 193hy Lecus of "Fortune", 
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as supplenented by an investigation which r had made into newspaper accountey _ . 


geneslogical {nforastion at the Congressional Library, otc, the information 


incorporated in thie chart is to a large extent solely that contained inthe | 


Statiatical tate of the Bureau of Internal Revenues hence 1t is in the main 


Lintted to reputed annual, net taxable incoses of over $100,000, at results 


that Da Ponte (undoubtedly a. . good neny) whe receive Less than that a year 
hey been probebly omitted. The eignificancs of the infornstion is alae 


‘Munited by the fact that the Statistical Unit does not go satan a the face 


of the Forts 2040 retume fed by the texpeyers 
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‘the chart b epeok for + ttaekt, “Bat, ‘suong : the Interesting things 


. to be noted are the evidentoa: of the trust funds ae the ae large ine | 


cones “epperentiy rocaived by = or for ~ ; wlnor children eae 


“Tho neterial found in tha Bureau files was 3 voluminous in the : genge : 


| that 80 aeny individual persons. and. so. seny. tndtvdduel entities ( texpayersy, 
- bonefioterten, guardions, trustees; ete.) were -concemed, bat wee most 

: sketchy and unsatisfactory in the sense: that dotaila of the verkius trust 
provisions, the nature end the amount of ‘the COrptisy ‘end other very ‘relevant - : 


| information could: not be found, tt wes therefore doomed Anadvissble to. nake 


any further detailed atudy of. an the many Da Ponta,’ their relatives end 


be said to ‘control the Du Pont enterprisesy thie reduced the list of persons ee : 
to seven = five Du Ponts, one Du Font in-law, and Raskob. The. basis for this = 
selection wag Largely the articles describing the Du Pont tently history pub 


those articles (and the conclusion 4s resnforced by en examination of the tax 
history) it was, in substance, stated that the nost nportent Du Pont for our 
purposes waa Plerre Sey and with hin in the control of the business were ne 7 


younger brothers, Irenee and Lasmot,. end toa certain extent his cousins, 


| Henry Fe end As Felix, and his brothersin-lawy Re Re He carpenter, and bis | 
Life-Long friend and business associate, ‘John ne Raskobs ‘this outta froa. 


the study Lifred Tey recently deceased, who had: a very. large interest in 


the Du Pont business, but: who yaa squeezed. out: of. control. of. the Du Pont. 


. 
war 


their friends, Tustesd it wes decided to study nore. closely those wha might ee 


Mashed in. "Fortune" for Hovenber and Decenbery 1934» end January, 1935. “Be - 
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| Soaps ee several years 2806 it also exeludes rs “goodly pumber of other 
Da Fonts who have interests ia the business but no taportant participation 


in the. » monagenente 


“Ae the etaty progressed | it seemed seas that theze seven persons had od 
by quentionsble aothods (10 Some Cases g neking: then open. to. fraud charges) ) 
« | evolded taxes, end surtazess A sumary chert of & “very tentative nature was 
“prepared 4 in the fora of a graph (chart THE(b)). This graph tends to indtente 
(although the conclusion whon tho graph is considered alone 1s edaittedly dew 


coset ata ease ees 
eed DARE eticendetha ot eben 2. tt 


bateble) that these seven 1 persons have consistently ¢ avoided the ful, Anpect 


i 
' “of. the surtex systems os 

out Tt was 5 apeuned ‘that the chief sources of income tor these peven ean 
| orn the dividends patd by General Hotors end BE qT. du Pont de Nemours ‘this’ 

| ani itself. is perhaps a questionable etatencnt since it fails to take ful 

: eccoust of the Lerge capital geinsy anong other tems, that nuggest themseLvons 


The composite dividend history of the tro > companion: fron au to 1932 ts shore 
ant the firet eis on the charts 

The second erka shows the conpontte reported net incones of these 
: seven persons for the. years ‘for which inforastion was evallables ‘Theee fig a 
ures are ‘not revised being solely those. conteined in the ‘Stetietioel Tait, 
1 ta te be noted: thet there is a cubstentiel, anount of fietitioumess tne 
volved. tn the nerging of the reported tenable fncone of sone of the seven 
wit the royorted losses of others. 7 | a | 
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been paid hed the trust devices, tax exempt income end the hobby loves 
, been aisalloved for the yeers 1928 to 19326 rt rill be seen that tho come 


ce the femily, 1s childless, his trusts appear to be the most glaring inn: 


to the chert itself . ~ ~ and especially to. the footnotes: ~ for dotaties the, 


their torms, so for as ascertainable, are indicated on the chart: (rmm(a)}. Raiy 
we i. lear that the taxable incone of Trenee du Pontts woalth has ‘been a 


* emersce. a 
| 


. The third grid is the eacentiel ones On one hend it shows the 
reported taxes paid for tho. Seno period ~ 1914. to 1932. Oa the other hand 
an attoupt bas been made to sumerize the additional texes that vould have 


posite addi tional: taxes would be. about v/s of the anoint paid. The figures 


eh” Pata a bat nt thn tare Sela ite in be ate LAR hve deh sateen a one a bts ne aime 


used sre ths revised ones}. that de, they teke account of overassessnents . 

end additional assossnents for: the yoars in question. . The information for Ue 

yosrs prior to 1928 wos 0 sketoby that it wag not deemed cdvisable to, 

present that, information Graphically, | oe 
) 


Walle Plerve © Ce. du Pont, ‘the oldest of the brothers and the head. 


stunces of tex avoidance, The uses of the trust devices in his. cece boast 


the nost obvious evidences of studious tex avoldences: Attention ts called ae 


reading repayse By means of five trusta he has sacceoded. in. seving for: the: 
yours 1928 to 1932. alone, $y275,000 4 in texes. (thet is, sacluding curteros) 
| Irenes in the father of nine. ventleren, for each ‘of shoo he. has extabe Be 


wey fine oe) oc Site il eS oar eats ag aot ee ng om leo, 
el ne us : oe : rs WB Lh sie re eer ae gee eat of ke Se 4 8 A A 
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Lished trusts. These, truste were catebliched, when the. children. were. ainorsy : 2 
a i AN : 


.- ete ates te me oe SE. Phgha tes, ie 
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nae ne ee eget a oe amen mee ft AE IT NI A ARR RR, Sn mt ng 
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eats SA CIE IE I RE MEL IY IEE TETRA: ES ET 


broken up so “thet ha both retains the advantages of wealth and yet ‘breaks 


down dis sartaxes by segrogeting Gr rather, ‘tstingutentng) portions of 
hie enormous verlth for the recurrent snd ueuel expenses of support main- 


tenance and education of hia fantly, Por the years 1928 to 1932 it is cal 


“onlated that ha hes in this say saved, at Least $951,993 | in taxes (that ts, 


sneluting surtexos)«. 


 HLth regord., te tte, chertte, well ag sone of ‘the following cheats, 


it fe to be kept din mind ‘thet ta the case of a trust, the Bureea considers: 
eo seperate taxpayers ‘the beneficiary, to the oxtent that he: eotually. ro~ 


celves income and the trustee. thothe, extent, that: he does not Aistribute: 
incom... ‘tn other wordey. where the trustee bas the dtecretion of aistritut. 


‘ing or not dlatribsting, scoumulation 4s porattted byt the trustees ta that 


extent, the surtax barden 1s evoked once e agains 


“ emot ou a Ponty who is now the ective | manager of the Da Pont enter ao : 
an has. hed four elves ond nine chtléren, He has este pitshed: trusts nad 
for ‘edght of these ehildren, his last ebiid having been born about a year. 


ago Laanoty i tures outy: bas worked vith his brother Trense zy ruch a. 


wey that, their trust devices intorlocks The charts indieste the extent of 


some of this Antordooking, re would appear thet Temaot hae at Leset cm 


- different trusts of whieh the benefietertes era onfefly minors) end in these, } 
vag trusts there are separate. taxable entities totelling about, 295 regulting 


in a total octinsted einious saving troa taxes Cenet ity including es 


| for the years 1928 to 1932 of £390,022. . , 


A eae ory ee ae GRE Oe BEN ed ate ican tes veg SU LS RSs ste OS BERENS bee Sie SY Eg Nes BSG 3 seater ebro shy Sate. Ata Ee gS Sty ee 
rans : : * Si aes baie Sead ty STAs ie Senet ae RECEP eB aueant eee ea ihe ees Cae LaPeer Bogutige Stave date pedtiudl Sadia circa aes : 
eat he 2 a Ra a —entear cst tat ‘ ini pare 2 tigi Sa as ih itine Riccio men ca a 2 = Es shee paas: er ie 
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‘Henry Fe di Peaks  gacondveousiaigt Pierre Bes Irenee end Lammot, 
appears to have a considerable interest in the Christiana Securities Cos, 


-Ansidera! company controlling Du Pont end General Hotoras For that reason 


he wes included in this study, He, tooy appears to have created a series 


of trusta on behalf of his children end his wife, It ia estimated thet he 


saved for the years 1928 to 1932, at Least Rae in taxes (that 4s, ine 
cluding surtazes) 


‘Et will be noted fron the chart in this case, ag must have been noted SUS 
aleo in the prior charts, that there is a large anount. of information miss~ — ae 
| ing in the agent!s reports and in the files generally with regard to the 


terme and other features of the trusts mentioned. 


(£) As Felix du Pont (Chart T1t(e)). 


As Felix ta another distant cousin who appears to be aninaiders Ine 


formation with regard to his truste is very meager, tut for the two years 
for which there is slight information, a saving of at leset $24,853 4s in- 
dicated. . 


| R. Ry My Carpenter is married to a sister of Pierre Se» Trense end 


Lenmot and, with several members of his family, has apparently pleyed an 


important part in the Du Pont = General Motors business, His chert (II%(b)) 


| ghows 8 series of at Least 13 trusta for the benefit of his wife and his 
children. and several other persons who may or may not be rehativess For the — 


years “1928 to 1932 a minimis saving in taxes (that is, fneluding echt) 
is computed of $194,066. 
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John te Raskob ia not a Du Pont relative but has long been RESOCe 
Lated with Plerre Se du Pont, whose secretery ha originally was; he 1a te 


be considered a Du Pont insider and appears to have a large interest in 
‘Christiana Securities Co. However, no trusta were found (which doeen?t. 


mean. thet no trusts ex{st) for the Raskobs; of whon there are s goodly nun- 


| bers His tax history, however, is none the less checkered «. There is & 
ease pending in the Burean showing wash sales of very large magnitude, for 
the purpose of claiming capital losses, engaged in Detween hin and Pierre 


a 


&. du Pont end between hin and verloas neabers of he faatlye ; 


On the basia of ths information avedlable it is computed that these 
Seven individuals for the years 1928 to 19325. as against $13 4523,304 in 


taxon paddy: saved, chiefly by the device of trusts, $3,360,768 This figure : 


would ‘undoubtedly be increased if more information were available with ree 


‘gerd to tax exempt income end if a computation » were made of Assacs by the 


dcvice. of wash sales go far not set asides 


A curgory examination wag made of the raturne of four more or Lesa . 
personal Da Pont ‘companies. This. personal element ia found to a verying 
degree, In. the case of the Wilmington Trust Cong which is dominated: by the 


Du Ponts, it is undoubtedly true there are a Large nunber of outside but 
probably financially insignificent etockholders, In the caze of the 
| Christiana Securities Cosy which was originally formed to’ take over the 


wi bewdbates ea ne sR, Loni and 


one ee Sr mene ee RAE RN fy nt mt Rel et ct eth aon nate Potts ve eget Be eee tee eee cee gees . 
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| holdings of T, Colemen du Pont (the subdject mattor of protracted litigas 


tion in tho Du Pont: fanily, resulting tn the ousting of Alfred I, from Du 


‘Pont menegonent) # there ere probably a lerger nuaber of insidera than, in 

‘the usual, personal holding companys It is not improbable that several. of 
the younger officers end directora heve small interests, In any event, it 
; vould Beem a justifiable conclusion from. the. figures shoxn. that ia the case ; 
-@ of Chrivtiene Ssourities Co, thore’ hes been a ecatious piling ap of surplus — wy “4 
(tazable, therefore, only at corporate rates) with a suffictent declaration | 


of P dividends to avold the charge of excessive eccumlations - 


“That conclusion nay likerise be drown with regerd ta Delaware Realty | 
‘et Investuent Cony essentially. a personal, holding company of Pierre S.du “ 

| Font, but in chich there are epparently enough additions Du Fonts to bee 
| cloud ‘the situations 7 


‘The Saint Amour Cos was a devics used by’ Lamzot ¢ du Pont for tex. 


‘avoidance, It is no Longer in existence, bat during ita brief existence: 
at meneged to recelva a gross incoas of close to 2 #34000,000 and paid cut in 
dividends probably wumder $400,000. 


de. Conclusion : 


of the several conclusions thet may be drew from the above certainly | 


tho outstanding ond, it would seem, is the fact. that the Juridica’, entity 


bes been” pernitted to croate & glaring inequality betxoen. ths wealthy end 
the ‘lesa wealthy, Theoretically, it is possible for a person of eufficlent 
wealth to obtain tex exeaption (that tiny ehdefly curtexes) by the ‘simple. 7 
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| device of segregating nascts to pay for recurrent personal, expenses. ae 

| Indeed, by. reteining porere. of substitution of aesctsy, direction of ine | 

‘yostncnt, voting powers, and providing for reversions end for descent of 
7 the COFpasy the wealthy mon not only. obteina exeaption rut suffers. Brace 

e tleally none of. the. disadventages that aight be. re to inkere, ina. 


7 segregation of. Besetss eae, 


The ordinary. and. lesa. westthy. person. is 1 dAsalored. the ordinary. . 


a expenses involved in caring for. his wife end his children, ‘nor can he Obe 
tad. the prestige, of. charitable ond quel-cheriteble contributions rithout 
- at the enna tine including the amount of such contributions in his. taxable 


Anconey, 7 fee 


“Fron a Tong tine point of. viow r thtak | that te the nost serious of 


| tho | cauges of Anequelitys t have mado several recomendations on the nbs 


Joct 4 in a separate menorendums ae on. 


se gs Tn considering the problea before us it was ‘thought ssuanvalth ts 


| staty the tax histories ofa ferronentatire nunber of poraons reputed to be 

| among ‘the realthtost in the country | It do difficult ‘to batld up such a ce 
. Mats. for obvious Teasonss , The fine) solution is Andleated seperately in @ 
“menorendua: entitled "ealth By Reputation™, As thet: menorendust indicatesy 

| “the list of persone was, chosen fron. tha doaineting officers end directors of | 
the lorgest enterprises in the United States, to which were edded the nance ae 

of persona considered representative, of velinknsis woelthy fenilies, this 


220 


list turned out to be mvorkeble beceuse of ‘the lorge nuaber of nauss 
‘contained, 4 eualler list. of someshet lees then 200 ena thon acde up ont 
of the lerger ong, ‘The. recorda of the Btatictieal Unit of the Darcau. of, 
Internal Revenue. were then searched for. ‘the tex histories, of these in~ .. 
dividuals: ae a chert wes nada up shoring thetr reported not texeble ins — 
| come. and ‘the reported. tax paid for the yosre 1928 to 1932 (Chart. I¥).- | 
After consultation this list: ‘WES egein reduced to ea little over 50 


menos,  chLetly of: persons whose. tax, histories had. not been tha: subject of no 


en investigation before: as, for: instence,' by the Pocore Coantttes) esd 

| whose  Stathotterl nit tax’ ‘detory seemed: to: eal. for deoper: Anvestdgettons 
The incose tax returns of these persona for several, yeers beck and 

the agentat reports end other nateriol in the files connected with then - 

were exeained end the details end: explonetion of the tax ete ee L660" 

ported separetely for each dndivicuel involved. ea 

The information has not been reduced in the fora of a chert because 


of tte tentative neture, tt is possible, honevery’ to drew certain ae 


sions from that, study, oma of. these conclusions eret 


i, The files ere fer fron complete in relevant informations Agents ak 


do not make it 4 practice to give doteils, such ag the terms of trust ine 
_strumante (this wes noted ‘espectelly in the Du Pont Cazes dlscussed above), 


The conclusion seems unavoidable that. ins a: cubstentiel number of cates ins 


“ruffictent time res spent by agents in the exanination of there individual 


returnd.s For exemple, while it. was froquently atated thet sales of SOCUre | 


“Athes abvtonaly nade for the purpose of declaring a tazable lose were traced 


en eS ED OE Jt 


to brokers? books ‘end verificd, the subsequent history. of these secure . 


Athes wes not. thoroughly investigated. - It seems especially improbeble i 
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thet sales by euch wealthy persons of stock in conpantes rhich they 


“control would be entered Into except under cireunstences that prevented 
the stos ck from. coning into the hands of ctrengerse On the other bendy: 
it wes quite ‘true that until the. Mitchell casey this ever wae. not con~ 
sidered a. pertionlerly froitful. one, se ba % 


2 The most sued, explenation for the abs ance of  propertionate’ 


tax peymente by. tho wexlthy people exenined is in the sliowenca of capital 
losses. This te a eubdject. which has been presunsbly daresty taken. onre of 
ty the 193 4 hate 


23S: The use. of personel. holding corporations : seems on apparent tax 


svottence device. . Several, individuele wero noted who. appear to have’ engaged 


in ‘complicated trenscetione with personel. holding” companies incorporated po 


foreten countries, ‘for: no other. epperent purpose than tex avoidance. ‘pad? 


be It seems a Juctified conclusion thet the nantpulation by those 


_weelthy people. Le ‘largely done. ‘through hired end. possibly, in some ‘casesy > 
| full: tine tax mens The chances: of successful prosecution ageinst, such texe 
‘payers. for crine. or frend are very much lintted by the: fact thet they often . 
do not ‘sign their returng but. arrange for egenta to sient thea. hipacs of 


opie renoves - the atate-of-aind olenent, 


— ‘Samuel. Kleus i 


